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SYMPOSIUM INTRODUCTION 
Robert E. Looney and Peter C. Frederiksen* 
FALL 1997 
Research in the area of public budgeting and finance has experienced 
a number of significant breakthroughs in recent years. Much of this 
research has centered around linking the large body of theoretical work 
to problems of interest to public officials. This symposium will cover 
three of the key extensions of the literature: ( 1) impacts associated with 
public expenditures; (2) budgetary patterns and tradeoffs; and (3) the role 
of the budget in economic and fiscal reform. 
The first set of papers links research on types of investment (public 
and private) to the factors underlying long-run growth. Khan and Kumar 
cite various studies which conclude public investment has a smaller 
impact (or even negative effect) on growth than private investment. They 
note these studies have failed to examine the effects of the components of 
investment on total factor productivity. From a policy perspective, if 
public investment has a weaker impact on growth than private investment, 
it suggests a need to rationalize public investment and undertake 
privatization of state-owned activities. Their main findings suggest that 
public sector investment has had a markedly smaller role in explaining 
cross-sectional differences in growth and productivity than private 
investment. They conclude that there is a need to enhance the 
productivity of public sector investment by identifying the types of 
investment that are likely to have positive net returns. Concomitantly, 
measures should be taken to remove impediments to and actively 
encourage private sector investment. 
* Robert E. Looney, Ph.D., and Peter C. Frederiksen, Ph.D., are professors 
of economics, Department of National Security Affairs and Defense Resources 
Management Institute, Naval Postgraduate School, respectively. Together they 
have co-authored over thirty articles on economic development and the role 
played by defense and infrastructure expenditures. 
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Landau looks at the impact of government expenditures on human 
capital (education and health) on economic growth and human capital 
creation. Landau finds that differences in government expenditures on 
human capital do not impact growth and only have a minor effect on 
education and health achieved. Landau's study is consistent with existing 
studies which argue that current government spending on human capital 
is inefficient. 
Khan and Malik examine the effects of government expenditure on 
private consumption rather than output. Despite the importance of private 
consumption as an overall measure of welfare, little research exists on 
how it is affected by government spending. Following the seminal paper 
by Bailey, the authors argue that public expenditures, whether on 
consumption-type or on investment-type goods add to the welfare of 
private households. The former yields utility to households in the current 
period while the latter yields future utility. Thus both types of 
government expenditure are substitutes for private sector consumption. 
For Pakistan, Khan and Malik find that government expenditures on 
either type of goods are in fact strong substitutes for private consumption. 
Hence the role of government in influencing private sector consumption 
cannot be ignored. They also conclude that households in Pakistan have 
behaved according to the Ricardian equivalence proposition. Households 
perceive and discount future tax liabilities implied by in increase in 
current period government spending and hence reduce their current period 
consumption to pay for future tax liabilities. 
Hicks and Lee examine the pattern and impacts of public 
expenditures on poverty in Guatemala. They note that recent changes in 
policies (increased social sector expenditures and elimination of price and 
import controls) have benefited the poor. Overall their results indicate 
that expenditures and subsidies in Guatemala tend to be mildly regressive, 
while the tax system is mildly progressive. Thus the overall effect of the 
government appears largely neutral. They conclude that a better targeting 
of expenditures would enable the government to have a greater 
redistributive effect. They suggest that reducing taxes on consumption 
goods while increasing income taxes could benefit the poor. No doubt 
these same rule of thumb guidelines apply to many other developing 
countries. 
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Two papers examine actual budgetary patterns and potential tradeoffs 
among the main expenditure items. First, Amirahmadi and Zangeneh 
note that the Iranian Constitution of 1979 greatly enhanced the role of the 
government in regard to the economy. It envisaged a greater role for the 
government in all spheres of societal life. However, despite the 
constitutionally mandated duties of the government, real expenditures for 
almost all categories has shrunk. The total government budget is only 
half of its 1976 level. Their examination of Iranian budgets during this 
period reveals pragmatism and flexibility amidst ideological ossification. 
One can argue that the budget has responded to national or international 
events, and they suggest that Iran will have to have a complete attitudinal 
change towards the budget if it is used to foster economic growth and 
development. Encouragingly the proportion of the development budget 
has increased in recent years which may be a precursor for a more 
prudent and less ideological approach to economic management. 
Budget cutbacks have become a fact of life in many parts of the 
developing world. Gyimah-Brempong assesses the predictability of 
reductions by expenditure category in Africa. The results indicate that 
during the 1970s and 1980s defense, education, and economic affairs 
were protected and culture favored; all other categories were 
discriminated against in the budget. The observed patterns can be 
explained in terms of political and social pressures brought to bear on 
policy makers by various interest groups. 
The final set of papers assess several aspects of economic and fiscal 
reform. Looney, Frederiksen, Worley and Schaub examine whether any 
relationship exists between success or failure of policy reform on the one 
hand, and various political/economic conditions in place at the time of the 
reform. Unlike Williamson and Haggard's study which found no set of 
variables able to predict ultimate success of economic reform, this study 
suggests three key ingredients associated with success: (1) existence of a 
visionary leader, (2) whether or not a comprehensive reform program 
exists, and (3) the presence of a crisis in the country. Using these three 
variables, their model was sufficient to predict success or failure in all but 
one country (Mexico). 
In a different vein, Diamond notes that many adjustment programs 
set targets for aggregate spending but ignore the composition of the 
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spending. This leads to lower growth and subsequent calls for higher 
levels of investment spending. In the absence of any alternative, he 
suggests the use of the government own savings (GOS) measure as a 
possible indicator of growth potential in fiscal adjustment. Diamond's 
critical examination of the GOS measure reveals a number of problems, 
leading him to explore the possibility of alliterative weighted expenditure 
indicators. 
Finally McLure notes there is a universal impetus to move the 
decisions that affect people closer to those affected -- through for example 
privatization, decentralization of government, increased reliance on non-
governmental organizations and greater participation in civic associations. 
If decentralization is to be truly effective, subnational governments must 
have their .. assigned" sources of revenue. 
McLure's contribution examines the theory of revenue assignment, 
focusing on the crucial .. tax assignment" problem: which level of 
government should tax in a federal system, what should they tax and how 
should they tax. McLure first considers how rational tax assignment can 
contribute to the basic objective of decentralization --a responsible and 
responsive government. He then examines the implications for tax 
assignment on efforts to use tax policy to achieve macroeconomic stability 
and an equitable distribution of income. Finally he considers 
administrative constraints on tax assignment. Primary emphasis is on the 
division of revenue sources between central and state governments, but 
extension to assignment of taxes to local government is straightforward. 
